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EDITORIAL DEPARTMENT NOTE 


Our opening article suggests that a suitably devised and equitably admin- 
istered profit sharing, wage incentive, or other employee benefit or recogni- 
tion plan will not only advance the rate of productivity in company oper- 
ations, but, so far as tied to change in productive efforts or profits, may at 
least partly provide a badly needed element of cost flexibility into the econ- 
omy. Many of the possible features of such plans are given tentative codi- 
fication in the article, under three broad headings, and a list of twelve “basic” 
plans is offered. 

The author is J. J. BIGGE, Factory Comptroller, Brown & Bigelow, 
St. Paul, Minn. From 1940 to 1946, Mr. Bigge was connected with p- 
bell, Wyant & Cannon, latterly as Assistant Sloampear and Assistant to the 
President. Previously, for a period of almost ten years, he was an executive 
of Panyard Piston Ring Co. 


A substantial portion of wage incentive literature has been devoted to 
recital of specific plans. These naturally give rise to a body of significant 
truths about incentive plans generally. The second presentation in this issue 
of the Bulletin consists of a statement of objectives and fundamentals of 
wage incentive plans, derived from the experience of the author with par- 
ticular applications of incentives. 

The article is written by JOSEPH V. MICCIO, Controller as well as 
Secretary and Treasurer of Aircooled Motors, Inc., Syracuse, N. Y. Mr. 
Miccio was formerly Financial Assistant to the Vice President of Republic 
Aviation Corp. Earlier, he was in charge of accounting with Rockwood & 
Co., and subsidiary companies. 


The pee enjoyed by individual incentives has recently been shared 
by company-wide incentive and bonus plans of relative simplicity to apply 
and maintain. Something of the same implied dissatisfaction with features 
which may appear to complicate individual incentive plans is evident in the 
third article in this issue, which calls attention to the advantages which may 
be obtained from group incentives set up on a departmental basis. 

The author, /;.27 OHANNES, is affiliated with Trico Products 
Corp., Buffalo, N. Y., as Cost Accountant. Mr. Johannes has been a mem- 
ber of Buffalo Chapter of N. A.C. A. for a period of nearly twenty years. 


The theory of wage incentives must be smoothly geared to 
aspects of application if attempts to use them are not to include a substantial 
number of failures as well as successes. One of these practical aspects 
covers piece counts to verify good operations represented to have been per- 
formed in accordance with incentives offered. Problems raised in this con- 
nection under modern inspection practices are pointed out in our f 
article. 

L. M. HENDERSON, Assistant Manager of Accounting, Buffalo Divi- 
sion, Westinghouse Electric Corp., Buffalo, N. Y., is the author of the 
discussion. Mr. Henderson has been with Westinghouse since 1934 and has 
held his present position since early in 1946. 
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A LOOK AT PROFIT SHARING—PURPOSES AND METHODS 


by J. J. BIGGE, , 
Factory Comptroller, Brown & Bigelow, 
St. Paul, Minn. 


may profits with employees may well be the means of pre- 

serving our American system of free enterprise and of mini- 
mizing the effects of periodic business recessions. A point ap- 
pears to have been reached where this country must concentrate 
its genius for management toward improving human relationships 
with the same energy with which our material resources were de- 
veloped. A leader of a large corporation recently stated, “In the 
past perhaps 95 per cent of management’s brains and energies were 
devoted to the solution of the technical problems and only 5 per 
cent—if that—to human problems. In the future, management 
of corporations that survive will devote the larger share of their 
brains and energies and sympathies to human problems.” 


W bat Profit Sharing Aims to Do 


Profit sharing and management sharing offer logical means of 
extending free enterprise to the “last man,” regardless of his 
status in the productive process, and of giving every worker a 
greater sense of security and a sense of proprietorship in the busi- 
ness which employs him and is ordinarily not his own in a legal 
sense, even though his living is dependent upon it. This theory 
is not new, nor is it confined to America, but the need for its 
more general use is becoming apparent every day as a sound solu- 
tion to changing problems of employer-employee relationships, 
the continual reduction in efficiency, and the resulting upward 
spiraling of prices. Profit sharing can be defined as any procedure 
under which employees are paid, in addition to good competitive 
wage rates, either current or deferred sums based not only upon 
individual or group performance but upon the prosperity of the 
business as a whole. It is a means of tapping the resources of 
human cooperation. 

It would be a serious error, however, to believe that the full ben- 
efits of this cooperation would be obtained merely by giving the 
employees a monetary bonus. It should be remembered that ap- 
proximately 60 per cent of all the profit sharing plans that have 
been tried have failed. Failures are attributable at least partly to 
the absence of other important elements. To make profit sharing 
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work properly, the following three fundamental truths should be 
recognized : 

1. There must be a sincere desire to recognize the dignity of 
the employee. 

2. It must be recognized that, even when working with capital 
provided by others, every man is entitled to a part of what- 
ever he produces. 

3. A clear realization must exist that the company and the em- 
ployee alike are serving the consumer or user of their 
product. 


Present Extent of Profit Sharing Plans 


While it is true that approximately 60 per cent of the profit 
sharing plans tried have proved unsuccessful, there have been 
many others which have enjoyed spectacular success. Recent fig- 
ures indicate that the Bureau of Internal Revenue has ruled on 
10,608 pension and profit sharing plans and that more than 10,000 
of them meet the requirements of the Internal Revenue Code. 
About one third of these are profit sharing and two thirds are 
pension plans. Approximately 3,000,000 workers, or more than 
five per cent of all employed, are participants in plans of both 
types. According to the figures, employers contribute about $643,- 
000,000 yearly to pension plans and $104,000,000 to profit sharing 
plans. These amounts apply only to trusteed plans qualifying un- 
der Section 165 (a) of the Internal Revenue Code. 

The number of cash plans is not definitely known but can be 
conjectured to several times the number of the trusteed plans. A 
conservative estimate of all profit sharing plans operating at pres- 
ent would perhaps place the number between 15,000 and 20,000, 
or one half of one per cent of all businesses in the country and five 
per cent of all corporations. The plans may be presumed, there- 
fore, to be working in a considerable segment of American indus- 
try and the concerns operating them are in a better position as a 
result. The extension of the use of profit sharing to a larger per- 
centage of American industry would have a pronounced bearing 
on the well-being of our business economy. 


Attitudes of Unions and Employees Toward Profit Sharing 

The activity of labor unions lately has been in the direction of 
increasing so-called “fringe” benefits while still obtaining an im- 
crease in the hourly wage rate. Where it appears that resistance 
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will be encountered on monetary demands, more “push” is placed 
on the other benefits. The recent negotiations over coal miners’ 
pensions points up the possibility that this emphasis may be used 
as a model for many other large unions. The NLRB has ruled 
that pensions are subject to collective bargaining, as against man- 
agement’s previous position that pensions represent an exercise 
of management’s discretion. Health and welfare funds, group 
insurance, and other forms of employee benefits may, therefore, 
become more and more union bargaining tools. 

In the past some union officials have been opposed to both pen- 
sion and profit sharing plans, but more particularly the latter, be- 
cause of their feeling that profit sharing tends to identify the in- 
terests of the employees more closely with those of the employer, 
thereby discouraging organization of the employees or their par- 
ticipation in strikes reducing the profits to be shared. Other labor 
leaders have registered opposition to profit sharing plans, particu- 
larly of the immediate distribution type, on the contention that any 
money available for sharing should be used to increase the basic 
wage rates. Recently, as indicated above, there has been a change 
in this attitude toward pension plans, particularly as is shown by 
the increasing number of demands for their establishment. This 
change may be traced to the trend toward the establishment of 
funded plans, generally used as a supplement to basic social secu- 
rity benefits. A fixed-formula pension plan is usually favored, 
which provides minimum pensions not dependent upon fluctuating 
profits. 

One of the major reasons for employee dissatisfaction with plans 
which have proven unsuccessful has been lack of understanding 
of the principles involved and inability fully to comprehend the 
influence of the business cycle upon profits. Many plans worked 
well and were well-regarded as long as the company prospered, 
but dissatisfaction arose when profits diminished or disappeared. 
Another defect in profit sharing, from the worker’s standpoint, 
is that profits are influenced by many extraneous factors over 
which he has no control. No matter how diligently he may apply 
himself, for example, a change in the selling price structure, a turn 
in the business cycle, or some other contingency, such as war, can 
affect the_prosperity of a business much more: 

If the plan, itself, is sound and fits the particular business in 
which it is to be used, these objections can be met through a plain 
and complete explanation of what the profit sharing plan is and 
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the plan is progressing. 
Economic Need for Profit Sharing 

If the present high level of purchasing power is maintained only 
through regularly increased basic wage rates, a point will be 
reached at which products will be priced out of the reach of the 
average buyer and production will, of necessity, slow down. Labor 
costs are such a large element in the total cost of a product that, 
after each wage rate increase, a manufacturer is faced with the 
problem of either raising his selling prices or reducing his profit. 
No business can exist very long without a fair profit and funds for 
replacement, expansion, and improvements. 

Increased wages are economic dynamite because : 

1. They merely contribute further to the inflationary spiral. 

2. When the price trend reverses itself, as it always does, prices 
will undoubtedly come down very much faster than wages, 
resulting in bankruptcy for many concerns. 

3. The deflationary spiral will then continue unchecked until 
much damage has been done. 


Basically, these probabilities simply illustrate the dangers of 
rigidity or inelasticity of wages. It is common knowledge that, in 
the past, wages have lagged behind both price and profit increases 
in a period of rising business activity. This was demonstrated in 
the 1920’s when there was a tremendous expansion in installment 
buying in order to keep the increased production moving off the 
shelves. Very few economists today deny that this was a contribut- 
ing factor to the subsequent collapse. In times of slowing business 
we have the opposite effect, since wages are likewise “sticky” on 
the decline. The inflated prices following World War I reached 
their peak in April, 1920, and then started sharply downward. 
Wages, on the other hand, did not start downward until October, 
1920, and reached a level with prices in 1922. Again, in 1929, 
prices started downward in June and wages did not begin to drop 
until fifteen months later, with alignment reached about 1935. 

In the period between the downturn of prices and the later de- 
crease in wages, profit margins are wiped out. This is something 
for us to consider at the present time, because many economists 
for over a year have been forecasting an “adjustment period.” 
Right now most companies have a very high “break-even” point 
and need large volume to make a profit. What is going to happen 


N.A.C.A. BULLETIN 


how it operates, with current and frequent information on how 
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when that large volume is maintained only at the expense of low- 
ered selling prices and rigid high wages? Profit sharing is a very 
possible solution to many aspects of this problem, for if manage- 
ment grants labor a share in profits, this benefit guarantees for la- 
bor participation in prosperity and would allow labor to meet suc- 
cessful increased costs of living. When the inevitable reversal 
comes, the situation automatically adjusts itself for, as prices and 
profits decline, the payments made to labor as profit shares decline 
also and management is not left with an impossible wage burden. 


Levices and Methods of Profit Sharing 


American management has made use of profit sharing and/or 
benefit plans under three basic headings, namely: (1) income 
sharing, (2) employee benefits, and (3) management sharing. 
Implications of these terms are concretely illustrated in Exhibit 
1. It will be at once apparent (to recognize a fundamental truth) 
that profit sharing may be broadly construed to cover all methods 
and devices beyond base pay which result in incentive to the 
worker to produce more. 


FEATURES OF THREE PrincrpaAL Divisions oF Prorir SHARING PLANS 


Employee Benefits Management Sharing 
Credit union Boards and committees 


Income Sharing 
Cash production bonus 
1. Not predetermined 
2. Predetermined : 
a. Share and share 
alike Education offers 
b. In proportion to employee minority 
individual earn- Management veto—no 
ings Sickness benefits veto 
c. In proportion to Accident benefits Loan 
quality of service Disability benefits Safety 


Paid vacations Elected—appointed 


Employee majority— 








Wage dividend Group life insur- Price setting 
ance 
Stock ownership Retirement benefits reeennee 
op 
Cost savings sharing Suggestion 
Length of service bonus Trust 
Cost of living wage Sales 
adjustment : 
Thrift plan (savings Executive 
bonus) . 
ranteed annual wage Advisory 


production sharing 
(Compensation as per- 
o_o of total produc- 


tion 
Certificates of deposit 
Profit sharing trust plan 
1. Noncontributory 
2. Contributory 


Exar 1 


Junior board of directors 


Employee representation 
on board of directors 
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It is safe to say that practically all forward-looking concerns 
in the United States have, either through their own initiative or 
through labor union pressure, installed (or are thinking of install- 
ing) at least some features of these three broad divisions. 

However, all profit sharing plans have one basic aim, namely, 
to fuse, strengthen, and vitalize the single productive unit repre- 
sented by labor and management together. The material advantage 
an employer obtains is an improvement in the general level of effi- 
ciency and a reduction in waste. If workers consider themselves 
to be partners in the business, they will be much more interested 
in increasing its profitableness, in seeing that a fair day’s work is 
done by everyone, and in reducing scrap losses. This has been 
amply proven by the records of concerns with well-operated plans. 
The employee, in turn, receives benefits commensurate with effort. 


Points to Consider in Setting Up a Profit Sharing Plan 


There are many specific types of plans in use and all of them 
have merit when properly explained and administered. They can 
be used in any combination desired or as single plans. Practically 
all successful plans are tailored to fit the requirements of a particu- 
lar business and to reach the specific goal which the employer hopes 
to achieve. Twelve basic types are listed in Exhibit 2. 


Twetve Basic Prorir SHARING PLANS 


. Profit percentage cash plans—A certain percentage of the company’s 
profits is added to the regular wages and distributed periodically. 

. Profit percentage retirement plans (trust plans)—A certain percentage 
of the company’s income is accumulated in a trust fund, with or without 
employee contributions. 

. Wage dividends—The percentage of profit sharing is determined by the 
dividend paid the stockholders. 

. Stock ownership—The worker is made a stockholder. 

. Bonus plans—Periodic distribution of profits, according to various keys. 

. Annual wage plans—The workers are guaranteed a certain income for 
the year. 

. Contributory pension plans—Set up by contributions of both employer 
and employee. 

. Noncontributory pension plans—Set up by the employer alone. 

. Production sharing plans—The workers are guaranteed a certain share 
of the sales dollar. 

. Multiple management plans—The personal development of the individual 
and his potential participation in management is recognized in a demo- 
cratic process of education through junior, plant, executive, and other 
boards up to the board of directors. 

. Associative plans—The profit sharing and management sharing features 
are transferred to an independent association. 

Cooperative plans—The worker is made coowner and comanager. 


Exuuit 2 
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Some points to consider, after the type of plan is decided upon, 
are as follows: ; 

. How much of the company’s profit shall be set aside as the 
employees’ share? 

. Will this share be taken from profits before or after deduc- 
tion of Federal and state taxes? 

. What safeguards shall be set up to insure that the stockhold- 
ers receive an adequate return on their investment? 

. Is it advisable to establish a base amount of profit which 
must be earned befere any profits are distributed in the form 
of sharing? 

. Should a “ceiling” be placed on the amount to be paid out? 

. Would a sliding scale of profit sharing percentages be of ad- 
vantage? 

. What is the “stage of growth” (new or old concern) of the 
company, with related need for “plowing back” profits? 

. What is the nature of the industry? Is it one with extreme 
cycles or one with relative stability of operations and earn- 
ings? 

Cash Now or Later? 

Assuming that profit sharing is agreed upon, perhaps the most 
knotty question related to specific provisions in any arrangement 
proposed is whether distribution should be in cash immediately or 
held in trust for the future. In other words, should there be a 
profit sharing plan or a profit sharing trust? There are advan- 
tages to both, and a listing of some of these may help in selecting 
the one best suited for the particular concern: 

Profit Sharing Plan (cash distribution weekly, monthly, quar- 
terly, or annually) : 


1. Cash in hand is a powerful incentive. It is the only form of 
extra benefit that many workers understand. 

2. In times of rising prices, this extra cash will permit workers 
to maintain their standard of living and, as a result, labor 
trouble may be avoided. 


Profit Sharing Trust (share is paid to a trustee and held by him 
for future distribution) : 
1. The employer will avoid duplicate expenditure (cash bonuses 
and severance pay) when releasing employees. 
2. It takes the place of a pension plan or retirement plan. 
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. It tends to reduce the effect of an inflationary spiral because 


funds are added to the trust during good times and can be 
drawn out during poor times. 


. It has a psychological advantage because the benefits con- 


tinue even when cash payments would diminish in recession 
periods. Distribution can be made for emergency situations 
or as advance payments to employees. 


. Trusts have a tax advantage in that the withdrawal may be 


subject to a long-term capital gains tax, which possibly could 
be offset by the interest earned. 


. Trusteeing the funds encourages loyalty in service, since it is 


a usual practice to have the employee’s participation become 
nonforfeitable over a period of years. 


One of the solutions to the conflict between the two types of 
plans mentioned above is to combine them, taking whatever fea- 
tures are desired from each. Several suggestions for doing this 
follow : 


I. 


Distribute approximately one third of the fund immediately 
in cash, hold one third in reserve for distribution in periods 
when no profit is made, and set up a retirement fund with the 
final third. 


. The amount of the share attributable to the first $1,500 of 
annual earnings can be distributed in cash immediately, with 


half of the share attributable to the next $1,500 being held in 
trust and the other half paid out in cash. Any share attribu- 
table to earnings in excess of $3,000 per year would be 
held in trust. 


. Accelerate the distribution in times of emergency or of in- 


creased prices. As a matter of fact, it would even be possible 
to put all of the fund into the trust but allow the trustees 
considerable leeway in deciding how much cash should be 
made available immediately. 


Conclusion 

Profit sharing, scientifically undertaken and properly executed, 
acts as a means of increasing production, improving relationship 
with employees, and contributing toward a stabilization of our 
economy. It can be a very powerful factor in preserving and ex- 
panding our American system of free enterprise. 
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OBJECTIVES AND FUNDAMENTALS OF WAGE INCENTIVE 
PLANS 
by JOSEPH V. MICCIO, 
Secretary, Treasurer, and Comptroller, Aircooled Motors, Inc., 
Syracuse, N. Y. 

_ delving into the topic of wage incentives, it is impor- 

tant that it be recognized that there are but two basic plans 
of wage payments: (1) payment for the amount of time worked 
and‘(2) payment for the amount of work done. The first method 
is known as time work or day work and the second method is 
known as “piecework,” or wage incentive. Perhaps partly because 
of the stigma that has been attached to piecework in some circles 
we have come to refer to the method of payment based on work 
performed as the wage incentive method. It must also be recog- 
nized at the outset that, while a wage incentive system is right- 
fully considered a managerial control, it can become a managerial 
problem in the nf&tter of industrial relations unless very carefully 
administered. 

The broad principle of wage incentive is very simple. Extra 
compensation is paid to the employee for all production over a 
specified standard amount per day or hour, which production is 
the result of his own skill and/or concentration on the job at 
hand. Because of this apparent simplicity, many organizations, 
without proper study and preparation, have attempted to find the 
solution to their cost problems in the installation of a wage incen- 
tive system. Because of this pitfall, there are a number of matters 
which must be well understood by accountants in advising their line 
managements concerning the installation of wage incentive sys- 
tems. I have divided these into four objectives and fourteen oper- 
ating fundamentals. The objectives are most easily dealt with 
and may be stated somewhat as follows: 

1. The incentives should reimburse the individual or group, as 
the case may be, for the individual merit and accomplishment 
of such individual and/or groups. If the employee-is willing 
to improve his skill of operation, give his task more con- 
centrated effort, he should without question—under a prop- 
erly devised plan—be able to earn a significant wage over the 
normal day rate. 

. The wage incentive system should help to increase produc- 
tion. This may well be anywhere from 25 to 40 per cent. 
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By knowing the expected output under the wage incentive 
system, management is in a much better position to forecast 
production and is therefore better able to determine the ex- 
tent of sales programs. 

. The company’s costs may be expected to become stabilized 
under a wage incentive system where standard production 
is equivalent to the individual’s day rate and the employee 
receives 100 per cent of the savings over and above the pay 
standard. The peaks and valleys that are found in organiza- 
tions that do not have wage incentive systems are rapidly 
eliminated. This again is a great aid to management in es- 
tablishing its selling prices and forecasting future profits. 

. Management will benefit by the reduction of its overhead 
per unit of product by giving the employee the desire to pro- 
duce larger quantities and by letting him know that he is 
receiving 100 per cent of the direct labor savings involved. 


Important Fundamentals of Wage Incentive Plans 


It has been previously mentioned that careful planning and un- 
derstanding of wage incentives are vital to the success of a plan. 
I would like to delve more specifically into this side of the question 
and to offer a statement of fundamentals by which the planning 
must be guided if it is to be successful. These fundamentals repre- 
sent the result of personal observation covering several wage in- 
centive systems and their operation over a period of years. As 
stated, they do not apply to any one wage incentive system but are 
intended to be equally applicable to all wage incentive systems. 


1. The wage payment plan must be easily understood by all em- 
ployees and care must be exercised, before the installation 
of the plan, to circulate among all employees a written re- 
sumé containing all vital information on the method of oper- 
ation. In addition, the employee should be encouraged in ad- 
vance of the installation of a plan to ask questions of the 
foreman and the personnel department. Information made 
available must include the method of computing the em- 
ployee’s daily earnings. In this connection I have found that 
the earned hour method is most readily understood by shop 
personnel. Under the earned hour method of wage incentive 
computation, a standard per piece or one hundred pieces, as 
the case may be, is set which, if first met, will signify that the 
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centive worker has earned his base rate. If he is able to produce a 
precast larger quantity than the base standard requires, he deter- 
he ex- mines the hours earned by multiplying the number of pieces 
by the standard earned hour (or decimal fraction thereof) 
bilized per piece. Once he has determined the hours earned, he 
luction merely multiplies this by his own base rate to determine his 
ployee actual earnings for the day or job. If, on the other hand, the 
he pay employee does not make the number of pieces which are 
aniza- standard for his time at work, it is advisable that he be paid 
apidly his classification rate (also known as the hired rate). 
in es- . Before any wage incentive rates are established, fair time 
fits. studies must be accomplished by competent time study per- 
~rhead sonnel. Such personnel must not only be capable of using the 


stop watch but must also be qualified motion study men and 


O pro- 
have a thorough understanding of shop practices. Further, 


he is 


ved. the time study should not be limited to the first piece made 
but rather should cover several pieces at various intervals 
and should also cover more than one employee. If it is deter- 
mined that the job calls for a first-class operator, then a 


d un- 

plan. first-class operator should be timed on the job and not a 
ection third-class operator. This same principle applies in reverse. 
nning . The success of the wage incentive system is very much de- 
epre- pendent upon the availability of materials. Lack of a steady 


ze in- flow of materials to the production department is disadvan- 
; As tageous to both the employee and management in the opera- 
tion of wage incentives. Insofar as the employee is con- 
cerned, if he feels that he cannot work at a steady pace and 
be assured of material ahead of him at all times, he will lose 


ut are 
3. 


én interst in the wage incentive plan and gait his production to 
= on the materials at hand. In so far as management is concerned, 
oper- unless there is going to be a steady flow of materials, man- 
seal agement would be better off not to have a wage incentive sys- 


tem and to use instead other means to control the number 
of employees required to perform the work at hand. It must 
be_remembered that, administratively, a wage incentive sys- 
tem is expensive and, unless it accomplishes increased pro- 
duction and stability of costs, nothing is gained. 

. All direct labor operations, without exception, must be on 
wage incentive if the plan is to be successful. Unless this 
principle is very carefully followed, work which is not placed 


f the 
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on wage incentive will suffer materially and the cost of re- 
lated items will in many cases double any original expecta- 
tion. This is very readily understandable if we place our- 
selves in the position of the employee who is directed to 
leave a job on which he can earn increased wages to perform 
a job on which he knows he cannot increase his earnings by 
increased effort. Again, unless all direct labor operations 
are “rated,” it will be almost impossible for the production 
planning department to schedule production, as the unit times 
will vary widely from day to day. 
. It is imperative that the entire direct labor savings under a 
wage incentive system be paid to the employee. Under no 
condition should the company receive any share of the direct 
labor savings. Unless this rule is followed, the employee 
will feel that the company is benefiting by his extra effort 
and, as a result, there will be serious personnel problems in 
short order. 
To prevent waste due to defective material, provision must 
be made for adequate inspection. This is vital under a wage 
incentive system. Satisfactory work performed on defective 
material cannot be charged against an employee. Manage- 
ment must make provision to detect defective material at 
stated points during the operating process to prevent ex- 
cessive labor costs due to defective material. This is espe- 
cially important under group incentives, where successive 
operations may be performed within a group. 
Under no conditions should the employee be credited with 
completed production on the basis of defective workmanship. 
It is therefore vital that, before installing a wage incentive 
system, management should carefully review with the qual- 
ity control or inspection department the inspection points 
on the production lines. Where individual wage incentives 
are involved, the inspection point is generally the pay point 
or the point at which the employee is credited with finished 
pieces. However, it is also necessary in group lines that the 
inspection be set up for review at several points along the 
group line in order that pieces containing defective workman- 
ship can be rejected before any further processing is in- 
volved. 

Here again, if you put yourself in the employee’s position, 
you will observe that he too desires such an inspection on 
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st of re- group lines in that the group benefits if defective pieces are 
expecta- determined before succeeding operations are performed. 
ace our- Management benefits in that the labor which would be con- 
ected to tinued and applied on a piece which would ultimately be 
perform defective can be diverted into succeeding pieces and thereby 
nings by help increase production. The employees working in group 
erations lines should be made to understand this principle? If they 
oduction do, they will greatly assist management in setting aside pieces 
1it times which show defective workmanship in previous operations. 
Unless the wage incentive system provides pay for good 
under a pieces only and unless the inspection system is fair, the 
nder no labor costs and the material costs of the organization will 
e direct increase considerably—labor costs in that the employee will 
mployee receive his guaranteed day rate whether he works on good 
a effort pieces or bad pieces, and the material costs in that material 
lems in rejected in many cases, after succeeding operations are per- 
formed, must be scrapped and cannot be reworked. A good 
m must receiving and inspection system will help to reject pieces 
a wage before any labor is performed. 
efective . To be effective, a wage incentive system must be fairly ad- 
fanage- ministered with respect to the employee and the employer 
erial at alike. In this connection, it is important that the organiza- 
_ tion use reliable counters to determine the output of each 
7 employee or group under the incentive system. Under no 
mee conditions should the employee’s own count be used in de- 
P termining his production subject to wage incentive payment. 
d with This, of course, is obvious to all, yet very often an individual 
anship " wage incentive plan will be found in operation on moving 
— lines where it is almost impossible, without holding up pro- 
, qual- duction, to determine the individual performance of each 
po employee on the line. Where such a condition exists and the 
— organization does not recognize the inherent problems in- 
4 — volved, it is generally almost impossible to reconcile the pieces 
nished produced on individual operations to the total pieces of the 
a ~ finished product accepted at the end of the moving line. . 
n, 


Salata It is not a matter of implying that discrepancies are solely 


is in- 


due to inaccurate reporting of pieces by the individual em- 
ployee. They can also represent rejections at various points 
in the line. To determine whether or not each individual 
report is correct, it would be necessary to make a daily recon- 


sition, 
ion on 
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ciliation of all pieces at the successive stages of completion. 

’ It is, therefore, important to study the work to be performed 

and, where a moving line is involved and there is no prac- 

tical means of inspecting and counting at the completion of 
each operation, a group wage plan should be employed and 
provision made to pay for finished pieces coming off the 
end of the line. As stated previously, provision should be 
made in any event for inspectors to move up and down the 
line to catch defective pieces before further labor is applied. 

. The group incentive plan should only be used where it is 

impractical to maintain an individual incentive per piece pro- 
duced. This point is emphasized because, in my estimation, 
the most effective wage incentive system is that which is based 
on individual merit. In such a system, the employee can 
measure his own performance and thereby increase his earn- 
ings by increasing his individual concentration, output, and 
skill. In such cases, the company also benefits through the 
increased production which would naturally follow. 

Very often and especially during the initial installation of a 

wage incentive system, it is necessary to establish temporary 

standards. The reason for using temporary standards gener- 
ally lies in any one of the following conditions : 

a. The tooling to be ultimately used on the job has not yet 
been completed. 

b. The flow of parts is in the process of being improved but 
cannot be accomplished without some further investiga- 
tion. 

. The part will ultimately be made on a different machine. 
. The part will ultimately be made from a different type of 
material. 


Where such a condition exists and the related change cannot 
be completed immediately, the use of a temporary standard 
can be justified by the importance of having all productive 
operations on a wage incentive system. I cannot too strongly 
emphasize, however, the importance also of keeping at an ab- 
solute minimum the number of temporary standards in use. 
The changing of standards has an adverse effect upon em- 
ployees. Where it is necessary to use the so-called temporary 
standards, it is important that all employees who in any way 
come in contact with such standards understand that the 
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pletion. temporary standard is involved and the specific reasons why 
‘formed the standard is earmarked as temporary. When this condi- 
0 prac- tion is made known to the employees, there will be less dis- 
tion of satisfaction when the standard is changed to a permanent 
red and standard. 
off the . Once the permanent standard is established, it is important 
ould be that the standard remain unchanged unless later conditions 
wn the develop which make it clearly inapplicable. Here again em- 
applied. ployees must be advised of the reason for the change in 
re it is standards and management should be willing to review with 
ce pro- them the factors which make the standard change necessary. 
mation, Some reasons for the changing of standards are as follows: 
s based a. A new process is developed which was unknown when 
fee can the standard was first established. 5 
S$ carn- b. A new machine is purchased by the organization, which 
ut, and was not originally contemplated when the standard was 
igh the established. 
. The characteristics of the material are such that either an 
m of a upward or downward revision of the standard is neces- 
porary Sary. 
—: It is important that the employees feel that management will 
revise standards in their favor where necessary as well as up- 
not yet ward where other conditions develop. Management should 
encourage employees to request investigation of existing 
red but standards which they do not believe to be equitable and pro- 
estiga- vision should be made to investigate such requests imme- 
; diately so that, under no condition, can the employee feel 
shine. that standards revision is a one-sided affair. 
ype of . It is vital for the success of any wage incentive system that 
indirect personnel should also share. This is the most diffi- 
cannot cult and the most troublesome of all aspects of wage in- 
indard centives. The main problem is that of determining the basis 
luctive of indirect personnel sharing. This should follow a develop- 
rongly ment already stressed, that of placing all productive opera- 
an ab- tions on standards. In determining the basis for wage in- 
n use. centive determination for indirect personnel, care should be 
m em- exercised to divide indirect personnel into the following 
orary groups: 
yO a. Those indirect workers who can be directly related to 


at the specific direct labor operations. In this group could be 
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included setup men, oilers, material handlers, scrap re- 
moval personnel, foremen, and machine repair personnel. 
Not to be included in this group are such personnel as 
inspectors, production checkers, and timekeepers. The 
reason for not including these people in the related groups 
is to preserve their unbiased viewpoint in inspecting and 
counting the output of the various groups they are at- 
tached to. 

. That portion of the indirect personnel which is not di- 
rectly related to any specific production group. Included 
in this group are such personnel as maintenance workers, 
clerical staff, receiving force, engineering personnel, 
storekeepers, timekeepers, inspectors, and others who per- 
form tasks which benefit the organization on an over-all 
basis but which cannot be directly related to any specific 
direct labor operation. 


The wage incentive system for indirect personnel should be 
so established that those employees who fall into the first 
group will receive a wage incentive based upon the average 
effectiveness of the direct labor personnel in the groups 
they service. If we stop to consider it, this is a fair basis for 
computing wage incentives in that the more production ac- 
complished by direct labor personnel within the working day 
the greater the effort which must be applied by the service 
groups which are directly related to the production opera- 
tions involved. Such indirect employees should be on a 
weekly or monthly basis. Provision should be made for 
transmitting to the indirect labor personnel in question a de- 
tailed analysis which shows the manner in which incentives 
were computed. In this connection it is important that a 
fair personnel budget be established and understood by the 
heads of service departments to prevent the increased work 
load from being too promptly offset by any increase in the 
number of indirect personnel, which would have the effect 
of increasing the overhead costs rather than reducing or 
stabilizing such costs. 

Wage payments to the indirect personnel groups not re- 
lated to specific direct labor operations should be on a plant- 
wide basis, conditioned on the maintenance of indirect costs 
within a predetermined budget, flexible for varying operating 
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ip re- conditions. This arrangement implies that if the respective 
onnel. departments maintain their budgeted expenses, their staff 
nel as members will receive the full wage incentives predicated 

The upon the total plant output. If, on the other hand, expenses 
roups are in excess of the budget, members of the applicable de- 
g and partments will receive a proportionately lower amount based 
re at- on total plant efficiency. It will be noted that this makes a 

good flexible budget vital. 

ot di- . The foremen of every department in which wage incentives 
luded are used must be thoroughly skilled in the knowledge of the 
rkers, operations of the wage incentive system. This point is of 
onnel, top importance. Unless the foremen understand the plan 
> per- and are personally sold on it, it goes without saying that, 
rer-all even though all of the previously mentioned fundamentals 


ecific are followed, the plan cannot be successful. The foreman is 
management’s direct representative and is the part of man- 
agement which is closest to the employees. Foremen must 


ild be be in a position to answer any and all questions that may 
> first come up and must also be in a position to observe difficulties 
erage that may not have been originally contemplated and bring 
dy oh them to the attention of the proper authorities for imme- 
is for diate correction. 
= The foremen must recognize that the wage incentive sys- 
g day tem must be fairly administered in the interest of the em- 
oo ployees as well as of the company. It is the foreman’s re- 
anes sponsibility to make certain that materials keep flowing into 
as his department so that the employees are not held up in 
e for their productive efforts. It is also his responsibility to make 
a de- certain that the employees maintain quality as well as quan- 
meres tity. The foreman’s bonus should be based not only upon 
hat a the output of his department, but should also be predicated 
y the upon meeting schedules and keeping indirect costs within 
work flexible overhead budgets agreed upon. 
n the . It is vital-that the timekeepers and the payroll section of the 
effect accounting department be thoroughly trained to See that the 
oa tee: plan is correctly administered as to both the employee and 
the company. ‘The chief timekeeper should literally hold 
Ee school several times before the installation of the wage in- 


plant- centive system and cover all aspects with the individual time- 
costs keepers involved. Timekeepers should be trained to know 
rating all part and operation numbers so that in their periodic 
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physical check of work performed they are able to relate the 
wage incentive rate to the actual piece and operation number. 
Each timekeeper should have in his possession a copy of 
every wage incentive rate. 

Timekeepers must make certain that, on the machine oper- 
ations, the machine number is checked to see that it agrees 
with the rate authorization sheet. If an employee uses a 
machine different from the one for which the rate has been 
set (based upon the speed and feed of the machine), either 
the employee is likely to suffer or the company is likely to 
be overcharged for the work performed. Where such a con- 
dition exists, the timekeeper should immediately bring the 
situation to the attention of the foreman and make certain 
that the time study department takes steps at once to de- 
termine whether or not the rate authorization is still ap- 
plicable. 

Timekeepers should be on the alert for discrepancies in 
the wage incentive system and should bring such items to 
the immediate attention of the chief timekeeper who in turn 
must take the necessary steps to eliminate the condition. It 
must be remembered that the timekeeper as well as the fore- 
man is management’s representative on the spot and, if 
properly schooled in his responsibilities, can render a great 
service. 


Conclusion 

In the foregoing sections, I have attempted to outline the reasons 
for and objectives of wage incentives, and the fundamentals which 
must be carefully adhered to under any wage incentive system for 
which success is desired. I would like to once again emphasize 
that a wage incentive system can either be beneficial to the com- 
pany as well as the employee, if properly installed, or a terrific 
managerial “headache,” if the installation is made without the care 
and attention required. It is my firm conviction that wage in- 
centives are a good part of the answer to our present-day indus- 
trial relations problems. My conclusion is predicated upon the 
fact that, under a fair wage incentive system, the employee becomes 
a partner in the business and has a definite interest in helping in- 
crease output at a minimum cost and at the same time produce an 
income for himself commensurate with his particular skill, con- 
centration, and interest in the job. 





OPERATING AND PROCEDURAL ADVANTAGES OF 
DEPARTMENTAL GROUP INCENTIVES 


by JEROME JOHANNES, 


Cost Accountant, Trico Products Corp., 
Buffalo, N. Y. 


_ literature on wage incentives is extensive. Various plans 

are available and apparently all have proven practical at some 
. time in one business or another. There seems to be little or no 
question that greater earnings for greater effort results in lower 
unit costs. However, a broader aspect of wage incentives should 
consider the merits of two basic methods of application. Shall we 
pay the employee on the basis of what he produces as an individual 
or shall we pay him on the basis of what the department or plant 
in which he is employed produces as a group? 


Productivity Seldom a Completely Individual Matter 


Individuals vary in their ability and it is, therefore, logical to 
conclude that a plan which pays accordingly will provide the great- 


est incentive to each with a correspondingly better result for the 
enterprise as a whole. This would be true if it were not for the 
complexity of modern mass production methods in which the pro- 
duction of each individual specialist depends on the production of 
many other individuals likewise specializing in only one phase of 
the complicated process. Who will say that the individual oper- 
ator with earnings of 140 per cent of standard made this remark- 
able performance without the aid of a general man who brought 
the work to him or the operator on the preceding operation who 
did the work necessary so the parts would be available, of the 
supervisor who arranged for the machines and tools to be available 
in good working order, and of the toolmaker who performed the 
necessary work to keep the tools in tiptop condition. 

Modern manufacturing, performed as it is with ingenious tools 
and machines geared to high speeds and using vast quantities of 
materials, experiences many minor breakdowns which cause de- 
lays in the production of individual operators. There is a tendency 
on the part of individual pieceworkers, especially when backed by 
a powerful labor union, to make demands on the company for sepa- 
rate payment at day rate to compensate for production lost during 
such delays. The time is difficult to measure and to determine 
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accurately how much should be allowed would require many check- 
ers and supervisors unless we are willing to accept the operator’s 
word for the amount of time lost. Conceding that most people are 
honest, this procedure offers a temptation by illustrating how earn- 
ings may be increased without additional production. 


W bere Duplicate Payment Creeps In 


It is to be expected that this time allowance will be exaggerated 
more and more as it becomes apparent that earnings can be in- 
creased in this manner. Time studies establishing standards for’ 
individual incentives make allowances for inherent delays, fatigue, 
and personal time. These are usually known in complete detail 
only to the time study personnel. Individuals will demand and 
supervisors and checkers will allow extra payment for many de- 
lays covered by the standard. Thus payment is made both for 
pieces produced and for time which is actually included in the 
piecework earnings. If, in addition to this individual incentive, 
workers take advantage of delays due to minor breakdowns to 
rest or to perform personal duties, then they are also paid twice 
for the same performance because the standard includes special 
allowances for these factors. Thus we have a condition under 
individual standards where pieceworkers may be paid twice for 
the same work. 

To count the pieces produced by each individual worker is a 
time consuming job and if this work is delegated to supervisors 
or checkers it is very costly. Very often we find timekeepers or 
piecework pay checkers accepting counts from the individual oper- 
ators who will be paid from them. In a large operation, some al- 
lowance must be made for discrepancies in scale counts and for 
parts in process when over-all comparisons are made and so it be- 
comes possible for individual operators to report more than they 
have produced with little chance of being discovered. Even when 
over-all counts indicate dishonest reporting, it is difficult to place 
individual responsibility. 


Ways in Which Quality of Production May Suffer 

Quality many times determines whether or not the incentive 
plan is practical because the standards often make time allowances 
to provide for proper placement in dies, gauging of finished pieces, 
and rejection of poor pieces before performing the operation. If 
these quality factors are disregarded by the operator on individual 
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incentive, high earnings may be obtained for the production of a 
iarge percentage of scrap and rejects. Many processes do not per- 
mit of 100 per cent inspection after each operation, so it becomes 
impracticable to charge rejects and scrap back to the individual who 
produced them. Even where this can be done, many grievances 
may arise on the question of whether or not the operator was 
solely responsible. Thus employees producing under an individual 
incentive plan may be paid handsomely and be considered excep- 
tionally efficient when actually their performance is poor from a 
quality standpoint. 

Speed-up by operators on individual incentive to obtain high 
earnings, through disregard for the established method, is some- 
times very costly to the business. Assume, for example, a standard 
established on a machine operated by a control which requires the 
placement of each hand on each of two handles. This is a safety 
factor but operators sometimes tie one of these handles down so 
as to increase their earnings while at the same time decreasing 
their effort. If an accident results it may cost the business more 
than the individual incentive could have saved in many years of 
operation. This same speed-up may be responsible for other care- 
lessness which results in more frequent damage to tools and 
equipment. The possibility exists, therefore, that high earnings 
for employees under an individual incentive plan do not necessarily 
mean that unit costs are at their optimum low. 

It is our opinion that to eliminate duplicate payment, simplify 
checking, pay only for acceptable production, and reduce the safety 
hazard, individual incentive systems often should, and can.readily, 
be converted to departmental (or plant-wide) group incentive 
plans. Some of the defects of individual incentives are well pre- 
sented in the N.A.C.A. Bulletin of October 15, 1946, in an article 
by George W. Chane who lists ten of the more obvious shortcom- 
ings. He notes that: 

“1. Very rarely are standards of performance within a plant 
consistent enough to reflect the proper earning differen- 
tials between employees, . . . notably true in plants where 
individual incentive,.such as piecework, prevails. (Italics 
supplied ) ’ 

. Some of the employees are given the opportunity to earn 
incentive premiums, while a substantial number receive 
only a straight time wage rate per hour. 

. In many instances, the utilization of machinery is not a 
consideration when establishing the standard . . . 
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. Many instances have been observed in industry where 
the production of defective items has been excessive. . . . 

. In plants which operate an individual piecework system 
far too many standards of performance have been pro- 
vided for incentive use. 

. There is a tendency toward complication of incentive 


systems. 

. There appears to be much room for improvement toward 
the end of obtaining greater effectiveness through com- 
bined effort of employees. 

. A great many foremen in various plants apparently have 
not been taken into the confidence of the management 


sufficiently. . . . 
g. Many industries have expected too much from incentives 


alone. 
10. Excessively high individual earnings are in evidence to- 


Gy... . 
Clerical Work Required to Compute Individual Incentives 

In addition, it may well be contended that the maintenance of 
an individual wage incentive plan requires unwarranted clerical 
work. To contrast this and other aspects of an individual in- 
centive plan with a departmental group incentive method outlined 
in succeeding paragraphs, we have assumed a department of ten 
employees. To compute individual incentive earnings for these 
ten employees for the week, it is necessary to prepare in detail a 
separate pay ticket for each job each day. For 3,000 employees 
on an hourly payroll it may be found necessary to prepare an aver- 
age of 25,000 pay tickets weekly in addition to checking the in 
and out recordings on the clock card. The earnings for each em- 
ployee (except for some small independent groups) must be com- 
puted separately, requiring a large number of clerical workers in 
the timekeeping department. 

When complete, these individual earnings will be expressed in 
figures like those appearing on Exhibit 1. Computations are made 
on the basis of a job evaluated base rate. A forward reference to 
Exhibit 3 will show that, viewed simply as a payroll, there is little 
to distinguish individual from group incentive results. 


Procedure Under a Group Plan 

Under a group incentive plan, earnings would be determined 
from the number of good pieces forwarded weekly or daily from 
a plant or department. This information is usually available from 
daily production reports. All jobs would have to be rated as re- 
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Payrott Earnincs Unper InprvipvaL INCENTIVE PLAN 
Week Ennpine 1/11/48 
Piecework Hourly Work Total 


Hours Earnings Hours Earnings 


36.0 $54.47 40 $4.80 $59.27 
40.0 58.13 58.13 
13.8 19.06 26.2 30.79 . 
24.0 36.06 16.0 18.80 
40. 64.38 
22.3 28.13 17.7 20.80 
40.0 63.93 
’ 58.86 3.5 4.11 
; 61.81 
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Exuait 1 


quiring performance of 100 per cent of standard. This may neces- 
sitate the establishment of some temporary rates either empirically 
or by comparison with similar jobs. No time or other allowance 
over those already included in the standard is to be made. The 
method of computation is best illustrated by the report with sample 


figures which is shown as Exhibit 2. 

On the basis of this illustration, employees have earned 122 per 
cent of standard and this percentage, multiplied by the job evalu- 
ated or day rate of each production worker within the department, 


Pieces ForwARDED 


From 1-5-48 to 1-11-48, Inclusive 
Sid. time 
Good Allopers.in Total 
Part Quantity Scrap pieces department _ std. 
number Description produced pieces forwarded per 100 pcs. hours 
77930-C Spoke 5,250 250 5,000 , 20.0 
82114-1 Escutcheon 26,000 1,000 25,000 ; i 
79310-X Bolt 40,500 500 40,000 
79058-4J Gear 16,500 1,500 15,000 
81003 Pinion 63,000 3,000 60,000 
(Data for remaining operations omitted) 


Total Standard Hours 


Total Actual Hours (from clock cards of production 
workers only) 


Efficiency Percentage for Computing Earnings 


Exuuit 2 
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would determine the earnings for each employee. Earnings could 
be computed on the in and out clock card, elapsed time and rate 
per hour adjusted by the efficiency percentage being the only data 
needed. Individual job tickets (perhaps 25,000 of them weekly) 
could be dispensed with for payroll purposes. 

Earnings for the same ten employees under the group depart- 
mental plan, assuming production at 122 per cent of standard, 
would be as shown in Exhibit 3. 


PayroLL EARNINGS UNDER DEPARTMENTAL Group INCENTIVE PLAN 
Job Efficiency 
evaluated _ per cent Incentive Total Straight 
Perm. rate from earnings hours time 
No. perhour Exhibit2 per hour worked earnings 
122% . = 


s 


40.0 
40. 
40: 
40 
40 
40 
40. 
39. 


csoooocoo 


Note: Overtime hours, overtime premium pay, and total earnings would 
appear in additional columns. 


Exurrr 3 


Including Indirect Workers 

Nonproductive workers and supervisory help could be brought 
into the plan and under control by establishing the number of such 
employees required in each department in relation to the number 
of production workers. Fewer than the standard number of non- 
productive workers would increase earnings of all workers within 
the department and more than the established number of nonpro- 
ductive workers would decrease the earnings of all workers within 
the department. 


Averaging of Effort vs Policing of Production 

The principal objection to group incentives appears to be the 
feeling that it promotes a tendency for the better workers to be- 
come average workers, that the group informally sets a produc- 
tion limit and anyone exceeding this goal becomes a “social out- 
cast.” We believe this objection can be overcome by proper train- 
ing and publicity. Once the group becomes aware that higher 
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earnings can be made through increased production, a trend should 
develop whereby the better workers insist on the instruction or 
elimination of poor workers, thus increasing the efficiency and the 
earnings of the entire group. 

A number of large companies have found group incentives ad- 
vantageous. We do not believe, therefore, that the disadvantage 
mentioned in the above paragraph has been proven to the extent 
that it may be applied to all group incentives. It is our opinion 
that each plan must be put in operation and the results observed 
before such a conclusion can be drawn. 

If all people were completely honest to the extent that they 
could not deceive themselves as to their just deserts, if they could 
be depended upon to take full care to report only the number of 
good pieces produced, if each individual would be meticulous in 
reporting the exact number of hours spent on each job, and if 
each person had sufficient clerical ability to record these facts ac- 
curately, then individual incentives would, no doubt, achieve better 
results than group plans. This state of affairs has not been reached. 


Advantages of Departmental Group Incentives 


A departmental group incentive plan has the following definite 
advantages over individual incentives: 


1. It would prevent the possibility of fraudulent gain to em- 
ployees from reporting day work in excess of what they 
actually do, thus boosting piecework earnings while at the 
same time collecting day rate for hours spent on piece- 
work jobs. 

. It would eliminate any gain to employees who may obtain 
extra piecework earnings by dishonestly reporting pieces 
in excess of those actually produced. 

. It would provide for the training or dismissal of substand- 
ard workers by pressure from their fellow employees, 
thus minimizing union controversies over company at- 
tempts to remove inefficient workers. 

. It would level out earnings so that all employees doing 
similar work would receive similar wages. 

. It would provide a better distribution of earnings so that 
unskilled workers’ average hourly rates would not appear 
excessively high by comparison with the earnings of 
skilled workers or with supervisors. 

. It would save some of the overhead expense for weighing 
and counting pieces usually required to maintain a fair 
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degree of honesty in reporting pieces under individual in- 
centives. 

. It would require less clerical work in connection with 
timekeeping. 

. It would improve quality by placing responsivility more 
definitely for and providing better control of scrap and 
defective parts by automatically paying only for good 
pieces produced. 

. It would provide a basis for the control of nonproductive 
labor by making it convenient to compute earnings for 
this type of labor on an incentive basis. ~ 


Conclusion 

Many individuals who are paid according to the number of 
pieces they produce will find ways and means to report production 
and time to their best advantage. It becomes necessary, therefore, 
to establish controls and checking procedures for counting and in- 
specting production from individual pieceworkers to reduce losses 
from this source to a minimum. We contend that in many in- 
dustries these control procedures are more costly than any saving 
which results from the use of individual piecework as against group 
incentives. Group plans make incentive wage systems simple, 


honest, and effective. It is our opinion that they should be used 
whenever possible in preference to individual incentives. 
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PIECE COUNT CONTROL UNDER WAGE INCENTIVE PLANS 


by L. M. HENDERSON, 
Assistant Manager of Accounting, Buffalo Div., 
Westinghouse Electric Sunk, 
Buffalo, N. Y. 

ae should the responsibility for piece counts be lodged? 

Should it be placed with the inspection, production, or ac- 
counting departments? The question is an important one today. 
Piece count control plays a real part in the degree of success 
achieved under most types of incentive plans. Yet it is a featyre 
of such plans that is often not carefully planned for. 


Complete Inspection No Longer in Vogue 


Perhaps this is because, in a somewhat earlier day, production 
counts fell in with the inspection pattern and were therefore left, 
without much special thought, to the inspection department. It is 
not sO many years since manufacturing methods and processes 
lacked the benefits of high-speed automatic machines and machine 
tools. One hundred per cent inspection of all pieces at all opera- 
tions was practically a “must” for good quality control. This was 
perhaps the situation in many lines when wage incentives were 
first introduced and, as long as inspectors were required to inspect 
every piece at each operation, it was only a slight added function 
to count pieces and sign the necessary pay documents attesting to 
quantities produced. 

Under group incentive wage payment plans, there are reasons 
why the inspection department should still assume this responsibil- 
ity. Groups are usually established where there is (1) a definite 
interdependent relationship between operations, (2) a natural 
physical proximity, and (3) a unity of interest on the part of the 
operators involved. More than that, the combining of related oper- 
ations into groups to produce completed pieces automatically es- 
tablishes a common point at which a one hundred per cent inspec- 
tion would naturally be made and a piece count taken. The added 
responsibility may here be treated lightly because, in a great many 
instances, quantities are small. 

The situation is different with the administration of individual 
incentives. During the years that have elapsed since wage incen- 
tives were first introduced, the advancement in machine tool de- 
velopment has brought about changes in many manufacturing tech- 
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niques—including inspection. Today, on the majority of manu- 
facturing operations, especially those performed by high-speed 
and automatic machines, quality control generally consists of : 


1. “First piece” inspection after each machine setup. 

2. “Floating” or “spot check” inspection during the various 
machining operations. 

3. One hundred per cent inspection of each piece only after the 
completion operation on each piece has been performed. 


This change in inspection practice necessarily alters previous 
thinking that the inspection department should be charged with 
the piece count operation. Inspectors today do not handle each 
and every piece at each operation to discharge their primary re- 
sponsibilities. Therefore, the piece count responsibility under in- 
dividual incentives would be an added function of no little weight. 


Interests of Other Departments in Piece Counts 

This does not mean that no case can be constructed for assigning 
incentive piece counts to the inspection department. It simply 
means that this assignment is no longer obvious and it becomes 
worth while to consider briefly what other departments may be 


interested in the function. We find piece counts also important 
to the production and time study departments. Production cannot 
plan and follow productive orders effectively nor control process 
materials without accurate reporting of pieces produced. Time 
study, which has more or less extensive concern with the wage 
incentive plan as a whole, cannot place confidence in efficiency per- 
centages when these percentages are based upon incorrect piece 
counts. Last but not least, there is the accounting department with 
its responsibility for incentive payrolls, not to mention the ac- 
curacy of in-process inventory, which may hinge on good produc- 
tion counts. 

Much can be said regarding the practicability of placing the re- 
sponsibility for actual piece count under the production department. 
Most production systems provide not only for production plan- 
ning, but also for production progress, which usually consists of a 
plan for dispatching work to and from the various work positions 
throughout the plant. With such a plan, dispatchers are constantly 
in contact with pieces produced. They also direct the movement 
of pieces from one operation to the next and they post their dis- 
patch records accordingly. Then, under the individual incentive 
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wage payment plan, is it not logical to place the responsibility for 
piece counting with the production department ? 

On the other hand, it is certainly agreed that accurate incentive 
payroll calculation is substantially dependent on correct piece 
counts and, similarly, it may be conceded that the accounting de- 
partment is responsible for the calculation of payrolls and the dis- 
bursing of company funds. Naturally, then, there are many who 
believe that the accounting department should be responsible for 
actual piece count. One method would be for the accounting de- 
partment to include piece count personnel and assign them to vari- 
ous manufacturing sections. If there is a timekeeping force, the 
additional personnel might represent an expansion of it. However, 
this would result in three separate and distinct functional organi- 
zations operating within each manufacturing section. Obviously, 
there would be considerable duplication of effort, inasmuch as all 
three would be handling many of the same pieces but for a dif- 
ferent purpose—inspection for quality control, production for pro- 
duction control and follow-up, and accounting for piece count. 
This duplicated effort would create proportionately unnecessary 
overhead, and it is this unnecessary overhead factor which has in- 
fluenced decisions against the accounting department being made 


responsible for actual piece counts. As a practical matter it usually 
remains with either inspection or production personnel, although 
timekeepers (with whatever department associated) may some- 
times bear the responsibility. 


Post-Audit Devices for Piece Count Control 


In other words, the counting of production, operation by opera- 
tion and employee by employee, which is important in a number 
of directions but mostly as one of the anchors of a wage incentive 
plan, has become something of a stepchild. It is, therefore, of ex- 
treme importance to adopt an attitude of over-all control through 
such secondary means as may prove practicable. In fulfilling this 
obligation the accounting department must constantly police what- 
ever piece count plan is in effect and be assured that necessary 
controls are established and functioning properly. There are cer- 
tain phases of the piece count procedure which, if allowed to go 
uncontrolled, might seriously weaken the entire incentive wage 
payment plan. The following list is suggestive of a number of 
desirable control features : 
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. Pieces, after being counted and recorded for payroll pur- 
poses, must be moved promptly from the work positions, 
either to the next operation, to a storeroom or, at least, to a 
floor area which is restricted. This is a greater problem un- 
der the individual plan than under the group plan but, in 
either case, it is a control which must be insisted upon. 

. Payroll auditing procedures must provide for a comparison 
to be made between the number of pieces required by a shop 
order and the number of pieces paid for on the order. 
Payroll procedures must provide for a detailed review of all 
payroll documents to insure the accuracy of the piece count 
information recorded. This is especially essential when only 
part of the quantity on a shop order is completed by an 
operator and it is necessary to transcribe pertinent informa- 
tion to special payroll forms designed for “partials.” 

. Controls must be established which will prevent payment 
for defective work. As indicated before, this is not too great 
a problem under the group plan if the piece count is re- 
corded by the inspector after inspection. However, under 
the individual plan, it is a definite problem when the piece 
count is recorded by either the dispatcher or a piece counter 
other than an inspector. One way in which this problem 
might be overcome under the individual plan is to have each 
operator place his identification, by stamp or tag, on each 
piece he produces. 

. Payroll documents, after being approved for piece count, 
must be forwarded directly to the payroll department for 
inclusion in current payroll calculations. Control of this 
feature is a “must” as a safeguard against intentional “jug- 
gling” of time between pay periods which can seriously af- 
fect the successful operation of the incentive plan. 


There are other controls which must be established, depending 
on the conditions surrounding the particular incentive plan. How- 
ever, those listed above are controls which are vitally important 
and common to most incentive plans. Piece count control is a 
problem which requires constant attention. Lack of such attention 
may prove costly. Management must fully appreciate this prob- 
lem as a vital one in the successful administration of the incentive 
wage plan. The cost of meeting it may well be substantially less 
than the cost of attempting to operate without controls in this area. 





